AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL OF THE KAMIESBERG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Kamiesberg Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and statement of cash 
flows for the year then ended, and a summary of significant accounting policies and other 
explanatory information as set out on pages [xx] to [xx]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). 
This responsibility includes: designing, implementing and maintaining internal control relevant 
to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies: and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General Notice 1570 of 
2009 issued in Government Gazette 32758 of 27 November 2009. Because of the matters 
described in the Basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Accumulated surplus 

4. The statement of changes in net assets disclose a prior year adjustment amounting to 
R3 204 319 (2009: R2 051 155). Contrary to the requirements of Standard of Generally 
Recognised Accounting Practice, GRAP 3: Accounting policies, changes in accounting 
estimates and errors, no disclosure was made in the notes to the financial statements as to 
the nature of the error, the amount of the correction for each financial statement line item 
affected, and the amount of the correction at the beginning of the earliest prior period 
presented. 

5. The municipality could not provide sufficient appropriate audit evidence for journals 
amounting to R4 681 679 and R4 482 861 debited and credited. There were no satisfactory 
alternative audit procedures that I could perform to obtain reasonable assurance that all 
journals were properly recorded. Consequently, I was unable to satisfy myself as to the 
existence, rights and obligations, and valuation and allocation of the accumulated surplus. 

Trade receivables 

6. Included in trade receivables is an amount of R5 869 708 (2009: R7 573 734), the recovery of 
which is doubtful based on the past payment history and the verification of receipts after year 
end. An impairment loss has not been recognised. Had an impairment loss been recognised, 
trade receivables would have been stated at R1 850 574 (2009: RO), and the deficit for the 
year would have been increased by R5 869 708 (2009: R7 573 734). 
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Retention Creditors 

7. I was unable to confirm the completeness, obligations, existence, valuation and classification 
of retention creditors, as retentions owed to contractors amounting to R346 187 was not 
disclosed in the financial statements. 

Unspent conditional grants 

8. The corresponding figure for unspent conditional grants has been restated by R874 015 in 
order to address a prior year misstatement. No supporting documentation was available for 
the restatement. Furthermore, contrary to the requirements of Standards of Generally 
Recognised Accounting Practice, GRAP 3: Accounting policies, changes in accounting 
estimates and errors, no disclosure was made in the notes to the financial statements as to 
the nature of the error, the amount of the correction for each financial statement line item 
affected, and the amount of the correction at the beginning of the earliest prior period 
presented. 

9. The corresponding figure of R874 015 was incorrectly carried forward to the year ending 
30 June 2010, resulting in the unspent conditional grant being overstated by R971 748. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
valuation, classification and existence of unspent conditional grants. 

Property, plant and equipment 

10. I was unable to confirm the completeness, rights and obligations, existence and valuation of 
fixed assets amounting to R363 494 541, as disclosed in note 11 of the financial statements 
due to the following: 

• No comparative figures were disclosed in note 11 of the financial statements for property, 
plant and equipment as required by Standard of Generally Recognised Accounting 
Practice, GRAP 1: Presentation of financial statements; 

• Land and buildings are not separately disclosed in note 11 to the financial statements; 

• We could not physically verify the existence of land and buildings as title deeds could not 
be obtained. The municipality could not provide sufficient appropriate audit evidence to 
support the fair value estimation of fixed assets amounting to R361 440 466. 

11. The records of the municipality did not permit the application of alternative audit procedures. 

Inventory 

12. I was unable to confirm the completeness, valuation and existence of inventory as the 
municipality did not identify and disclose inventory in the financial statements or perform an 
inventory count. 

Investments 

13. No comparative balance was disclosed in note 7 to the financial statements for the investment 
held to maturity. According to the audit evidence obtained the investment period commenced 
on 01 September 2001 and matures on 01 September 2015. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness and 
valuation of the investments corresponding figure. 

Finance lease liability 

14. As disclosed in note 23 to the financial statements, the corresponding figure for the finance 
lease liability has been restated by R979 279 in order to address a prior year misstatement. 
The balance recalculated amounted to R577 937 resulting in the finance lease liability being 
overstated by R401 342 and the deficit and accumulated surplus being understated by the 
corresponding figure. Consequently, I was unable to obtain sufficient appropriate audit 
evidence to satisfy myself as to the existence, obligation, completeness, and valuation of the 
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finance lease liability corresponding figure of R979 279. Furthermore, contrary to the 
requirements of Standard of Generally Recognised Accounting Practice, GRAP 3: Accounting 
policies, changes in accounting estimates and errors, no disclosure was made in the notes to 
the financial statements as to the nature of the error, the amount of the correction for each 
financial statement line item affected, and the amount of the correction at the beginning of the 
earliest prior period presented. 

Revenue 

15. I was unable to confirm the completeness, rights and obligations and valuation of revenue 
due to the Municipal infrastructure grants received as per the bank statement, exceeding the 
total grants disclosed in the financial statements by R662 136. 

VAT 

16. I was unable to confirm the completeness, rights and obligations, existence and valuation of 
VAT receivable amounting to R162 172 as the reasonability of the movements in the VAT 
accounts could not be reconciled to the underlying records. 

Commitments 

17. There was no contract management system in place for the identification and recognition of 
contracts and there were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all commitments were properly recorded. Consequently, I 
was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of commitments of R4 690 810 (2009: R616 479), as stated in note 52 to the 
financial statements. 

Contingent liabilities 

18. Contingent liabilities of R370 000 was identified from the legal confirmations received. The 
municipality did not disclose the contingent liability in the financial statements in accordance 
with Standards of Generally Recognised Accounting Practice, GRAP 19, Provisions, 
contingent liabilities and contingent assets. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the completeness of contingent liabilities in 
the financial statements. 

Cash flow statement 

19. The presentation of a cash flow statement, summarising the entity’s operating, investing and 
financing activities is not complying with the requirements of Standard of Generally 
Recognised Accounting Practice, GRAP 2, Cash flow statements due to the following: 

• The movement in leave provisions amounting to R420 211 was not included in cash 
generated from operations; 

• The movement in other liabilities amounting to R2 417 046 could not be verified against 
sufficient appropriate audit evidence; 

• Interest received amounting to R1 461 663 and interest paid amounting to R27 418 was not 
separately disclosed under cash generated from operations in the statement of cash flows. 

• Comparative figures for the Statement of Cash Flow were not disclosed in the financial 
statements; 

• The cash flow statement has been prepared on the indirect method instead of the direct 
method; 

• The repayment of the finance lease liability as disclosed in the Statement of Cash Flow is 
R521 627 whereas the repayment amount for the year as per amortisation schedule 
provided amounted to R256 244. The movement therefore is overstated by R265 383. 
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Prior year qualifications not resolved 

20. International Standards on Auditing 710 on comparatives requires the auditor to modify the 
auditor’s report when the matters that gave rise to the prior period modification of the auditor’s 
report are still unresolved. 

21. The prior year audit report pertaining to 30 June 2009 contained the following paragraphs that 
have not been restated: 

• The leave reserve and employee cost are overstated in the financial statements with an 
amount of R276 817 based on a recalculation of the leave reserve. 

• No provision was made for bonuses in the financial statements. A calculation performed on 
the bonuses obligation as at 30 June 2009 revealed that bonuses are understated with 
approximately R344 117. 

• The current portion of long term liabilities is understated with an amount of R1 119 517 as 
the amount by which the loan is in arrears was not recorded in the prior year financial 
statements. 

• A difference amounting to R1 159 470 exist between the debtors age analysis and the 
balance disclosed in the financial statements resulting in debtors being understated with 
the aforementioned amount. 

• I could not obtain sufficient appropriate supporting documentation for trade and other 
creditors amounting to R8 365 548. 

• The balance per the creditors listing does not agree to the balance per the trade creditors 
in the general ledger resulting in the overstatement of trade creditors to the amount of 
R3 134 720. 

• Stale cheques amounting to R181 892 have not been written back in the cash book 
resulting in the understatement of the bank balance and creditors by the same amount. 

• A difference of R502 823 was found between the property rates and services charged per 
the debtors system and the general ledger resulting in the general ledger being 
understated with this amount. 

• The total revenue per the financial statements reflect an amount of R20 222 370 and the 
related trial balance obtained for audit purposes indicate a total of R21 776 315. The 
financial statements is therefore understated with an amount of R1 553 945. 

• I could not obtain supporting documentation for a credit transaction to the value of R529 
078 journalised to the telephone expense account in the general ledger. 

• Two cheques amounting to R398 757 was duplicated in the general ledger resulting in the 
overstatement of expenditure in the financial statements. 

Opinion 

22. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matter 

23. I draw attention to the matters below. My opinion is not modified in respect of the matters: 
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Irregular and unauthorised expenditure 

24. As disclosed in note 50 to the financial statements, irregular expenditure to the amount of 
R3 715 210 and unauthorised expenditure to the amount of R40 284 was incurred. 

Going concern 

25. Without qualifying our opinion, we draw attention to note 49 in the notes to the financial 
statements, which indicates the ability of the municipality to continue as a going concern is 
dependent on the continued financial support government. This indicates a material 
uncertainty that may cast significant doubt on the entity’s ability to continue as a going 
concern and therefore it may be unable to realise its assets and discharge its liabilities in the 
normal course of operations. 

Additional matters 

26. I draw attention to the following matters on which I do not express a disclaimer of opinion: 

Material inconsistencies in other information included in the annual report 

27. I have not obtained the annual report and therefore have not been able to identify any 
material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

28. The supplementary information as set in Appendix [xx] and [xx] does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

29. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the MFMA, Division of Revenue Act, 2009 (Act 
No. 12 of 2009) (DoRA), Municipal Regulations, Municipal Systems Act, 2000 (Act No. 32 of 
2000) (MSA) and Municipal Structures Act, 1998 (Act No. 117 of 1998), and financial 
management (internal control). 

Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

30. I could not conduct the audit of performance against pre-determined objectives as the 
Kamiesberg Local Municipality did not submit an annual performance report as required in 
terms of section 46 of the MSA. 

Lack of adoption or implementation of a performance management system 

31. The municipality did not implement a performance management system that describes and 
represents how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised and managed, 
including determining the roles of the different role players, as required in terms of sections 
36, 40, 38 and 41(2) of the MSA, and regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 

Performance indicators not well defined 

32. Contrary to the requirements of section 9(1) and 41 of the MSA, the key performance 
indicators of the municipality is not measurable, relevant, objective and precise. 


5 


Compliance with laws and regulations 

Municipal Systems Act (Act No. 32 of 2000) (MSA) 

33. The municipality did not establish proper mechanisms to monitor and review its performance 
management system as required by section 40 of the MSA. 

34. The municipality did not implement sufficient controls in place to ensure that money due and 
payable to it is collected on time as required by section 95(a) of the MSA. 

Municipal Finance Management Act (Act No. 56 of 2003) (MFMA) 

35. MFMA section 65(2)(e) requires that, unless prescribed otherwise for certain categories of 
expenditure, all payments due to creditors must be settled within 30 days from receipt of an 
invoice. The entity had creditors amounting to R440 900 that was outstanding for longer than 
30 days. 

36. The municipality did not maintain effective, effecient and transparent systems of financial and 
risk management, internal control and of internal audit operating as required by section 
62(l)(c) of the MFMA. 

37. The municipality did not maintain appropriate procurement and provision system which is fair, 
equitable, transparent, competitive and cost effective as required by section 112(1) of the 
MFMA. 

38. The accounting officer did not prepare and submit annual financial statements within two 
months after end of the financial year as required by section 126(l)(a) of the MFMA. The 
annual financial statements were only submitted on 17 September 2010. 

39. Contrary to section 15(b) of the MFMA, operating expenditure exceeded the budgeted amount 
by R5 759 924. 

40. Contrary to section 125(2)(d) of the MFMA, the municipality did not disclose the particular non- 
compliance to the MFMA in the notes to the financial statements. 

Division of Revenue Act (Act 12 of 2009) (DORA) 

41. Contrary to section 26(1) of DORA, allocations referred to in schedule 6,7 or 8 were not 
utilised for the purpose stipulated in the schedule concerned and in accordance with the 
framework published in terms of section 24. 

INTERNAL CONTROL 

42. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, Treasury Regulations, DoRA, 
the Preferential Procurement Policy Framework Act, 2000, the MSA and the Municipal 
Structures Act, 1998, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. 

43. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraphs, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

Leadership 

Tone at the top 

50. The leadership did not evaluate whether management had implemented effective internal 
controls by gaining an understanding of how senior management members had met their 
responsibilities in terms of preparing bank reconciliations, maintaining the fixed asset register 
and preparing the annual financial statements. 
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51. The accounting officer did not ensure that internal control procedures were developed, 
implemented and monitored to ensure that monthly sets of financial statements were prepared 
and subjected to review. 

52. The accounting officer did not communicate the commitment to quality in preparing the annual 
financial statements and the maintenance of the fixed asset register. 

53. The leadership of the municipality did not implement and monitor the prior year’s external audit 
findings. 

Oversight responsibility 

54. The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws, regulations and internal control. 

55. The systems are not documented in the policy and procedures manual and the results of the 
monitoring process are not routinely communicated to all managers and staff. 

56. An effective organisational structure that places people with appropriate skills is not 
established. 

Financial and performance management 

Quality, reliable monthly financial statements and management information 

57. Specific training interventions are needed in the municipality to enable finance staff members 
to understand and implement the GRAP Financial Reporting Framework effectively in order to 
fully meet the disclosure requirements of these standards. 

58. The financial statements were not reviewed for completeness and accuracy prior to 
submission for auditing. Thus resulting that the financial statements were subject to material 
amendments resulting from the audit. 

59. Records management and maintenance disciplines should be refined and included in the daily 
key controls and reviewed and monitored by the appropriate level of management. 

60. Systems are not appropriate to facilitate the preparation of the financial statements and 
performance reports. 

Governance 

Risk identification and management 

61. The entity does not have a formal risk assessment process. 

62. The entity does not identify risks relating to the achievement of financial and performance 
reporting objectives 

63. The entity does not assess the likelihood and impact of risks identified. 

64. Internal controls are not selected and developed to prevent / detect and correct material 
misstatements in financial reporting and reporting on predetermined objectives. 

Internal audit 

65. Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial and performance reporting. 

66. Internal control deficiencies are not identified and communicated in a timely manner to allow 
for corrective action to be taken. 

Audit committee 

67. Implementations of external audit recommendations are not monitored. 

68. Financial statements and performance reports are not reviewed prior to submission for audit. 
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OTHER REPORTS 
Investigations 

An investigation regarding unauthorised cash withdrawals from the municipality’s bank account 
was completed after year-end. An employee was ordered to repay the money that was withdraw 
from municipality’s bank account without proper authorisation. 


Kimberley 
22 December 2010 



AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 
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